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Recent years，the income gap in China gradually increases , not only resident 
income distribution gap rises up, but also factor income distribution gap ascends.The 
aggravating situation of income distribution in China restricts the households 
consumption demand, restricts the transformation of the mode of economic 
development and the commitment of scientific outlook on development. The paper 
explores the cause of income distribution gap in China from the perspective of fiscal 
expenditure system and tax system by positive analysis. One hand, the study examines 
the impact fiscal expenditure and tax system have done on the resident income 
distribution gap by multi-dimensional, explores how current fiscal expenditure and tax 
system arrange affect urban-rural income distribution gap, regional residents income 
gap , residents' income gap within the urban respectively. On the other hand the paper 
also explores how the existing tax system arrangements affect the factor income 
distribution gap. We can find the problems of fiscal expenditure and tax system in 
regulating income gap through the study , then build the fiscal expenditure and tax 
system which help to narrow the income gap. The study provides a new perspective 
on researching  China's income distribution gap, provide suggestions to formulate 
the fiscal system reasonably, narrow the income distribution gap , transform the mode 
of economic development and implement the scientific outlook on development. 
The paper contains 8 chapters. Chapter 1 is introduction. Chapter 2 is literature 
review. Chapter 3 is the status quo of China's income gap. Chapter 4 is fiscal 
expenditure, tax system and urban-rural income distribution gap. Chapter 5 is fiscal 
expenditure, tax system and regional residents' income gap. Chapter 6 is fiscal 
expenditure, tax system and residents' income distribution gap within the urban. 
Chapter 7 is China's tax structure and factor income distribution gap. Chapter 8 is 
policy recommendations. 














the status of resident income distribution gap is severe. The urban-rural income 
distribution gap, residents' income distribution gap within the urban , residents' 
income gap within the rural, regional residents income distribution gaps all expand to 
some degrees. Simultaneously factor income distribution exists a certain degree of 
imbalance. No matter using what kind of data source, the calculated result shows the 
labor share in China experiences a significant decline since the mid-1990s. 
About the fiscal expenditure system, tax system and the urban-rural income 
distribution gap, we think the urban-bias fiscal spending policies in our country, dual 
tax structure before rural taxes and fees reform as well as a substantial amount of 
indirect taxes that farmers bear after agricultural tax abolished lead to disparities in 
urban-rural income distribution gap. The regression analysis based on provincial panel 
data shows that, the fiscal expenditure expands urban-rural income distribution gap. 
Science and education spending, welfare and security spending also significantly 
expand urban-rural income distribution gap, the agricultural spending and 
urbanization help narrowing urban-rural income distribution gap. The paper also does 
an empirical test about the relationship between factor income distribution and 
resident income distribution for the first time based on China's provincial panel data. 
Regression analysis shows that the increasing labor share of GDP narrows urban-rural 
income distribution gap, also shows that the imbalance in the factor income 
distribution is an important reason to expand urban-rural income distribution gap. 
About Fiscal expenditure system, tax system and regional residents income gap. 
The paper thinks since the reform and opening up, the implementation of a series of 
income tax preferential policies in China's special economic zones, coastal open cities, 
coastal economic open zones and economic and technological development zone 
make the southeast coastal areas much stronger in the ability to attract foreign 
investment then mid-west areas, which is an important reason for the widening 
income gap between the east region and mid-west regions. The bias of the financial 
investment to the eastern region, the regional imbalance of education spending also 
lead to the expansion of the regional residents income gap. The regression analysis 














expenditure can reduced the Gini coefficient significantly. Then the paper explores the 
differences of financial welfare expenditure level of the 31 provinces in China by 
means of statistical analysis and its impact on income distribution. The result shows 
the regional financial welfare expenditures accounted for the proportion of the 
country's financial welfare spending have large asymmetry in the proportion of the 
country's total population, and financial welfare expenditures in various provinces 
have different effect in adjusting income distribution gap. 
About Fiscal expenditure system , tax system and residents' income distribution 
gap within the urban, This paper thinks low specific gravity of the personal income 
tax and the imperfections of personal income tax system lead to that the personal 
income tax does not regulate the high-income class effectively. China has not yet 
imposed inheritance tax and gift tax, it is difficult to regulate and control high-income 
class, and the flaws of the existing social security system can not effectively solve the 
life protection of low-income class, which widen residents' income distribution gap 
within the urban to some extent. The empirical analysis shows the personal income 
tax burden of China's urban residents is progressive and personal income tax is indeed 
able to effectively narrow the Gini coefficient of urban residents based on the 
2006-2010 household survey data of urban residents in China. The paper also explores 
how turnover tax burden of urban residents evolves and its impact on residents' 
income distribution gap within the urban using micro-simulation method. The 
research results show the turnover tax not only expands the income gap within the 
urban residents, but also offsets the function of personal income tax in narrowing the 
income gap, so that the overall tax system under the combined effects of the personal 
income tax and turnover tax worsens the residents' income distribution gap within the 
urban. 
About Fiscal expenditure system, tax system and factor income distribution 
gap.The regression analysis based on provincial panel data show that addition of tax 
share of turnover tax and income tax significantly expand the income distribution gap 
between capital factor and labor factor. The addition of tax share of property taxes 














affecting factor income distribution gap. The paper argues that the proportion of 
indirect tax revenue is too high and the proportion of direct taxes revenue is too low. 
Because turnover tax is a neutral tax, it has limited function in regulating income 
distribution. Income tax and property taxes could play a important role in regulating 
income distribution, but their low proportion and imperfect system restrict the 
function. Thus, the current tax system is difficult to regulate factor income distribution 
gap effectively, which leads to deterioration of factor income distribution. 
Finally, the paper comes up policy recommendations based on the previous 
empirical analysis.  
The academic world has not done comprehensive and in-depth research on the 
relationship between China's income distribution gap and fiscal system arrangement, 
and the current investigation of the income gap is often limited to the residents' 
income gap, while ignoring the factor income distribution gap. The paper explores the 
cause of income distribution gap in China from the perspective of fiscal expenditure 
system and tax system by positive analysis.The Empirical analysis methods used in 
the paper include statistical analysis methods, micro-simulation analysis methods and 
econometric methods. Econometric methods include time-series unit root test, panel 
unit root tests, time-series regression analysis and dynamic panel GMM estimation. 
We can find the problems of fiscal expenditure and tax system in regulating income 
gap through the study, then build the fiscal expenditure and tax system which help to 
narrow the income gap. This article can effectively compensate for the inadequacies 
of the existing research, it has important theoretical and practical significance. 
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